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DDI #7064-82
31 August 1982

MEMORANDUM FOR: D/OGI
D/SOVA
D/EURA

FROM : Deputy Director for Intelligence

Regarding the attached, because Maurice Ernst has the lead
on the pipeline paper for the DCI -- which clearly is related to
this -- I have suggested to the NIC that Maurice a]sp take the
lead in pulling the attached project together. It is nof ;1ear
to me whether this-is a separate effort or an expansion Qf the
original undertaking. In any eveﬁt Maurice will be in touch with
you regarding the response. In turn, please let me know the

arrangements, due dates, etc.

25X1

Robert NU Gates

Lue o CARRY

Ce: /QCyCJICL
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' S DDI, please take the Tead 1n
i < S preparing a coordinated rep]y to -
- the DCI S request. :
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Executive deglsiry

82-5788
30 August 1982
MEMORANDUM FOR: Deputy Director of Central Intelligence
Deputy Director for Intelligence
Chairman, National Intelligence Council
FROM: Director of Central Intelligence
SUBJECT: "U.S. Wants Europe to Devise Variety of Curbs on Soviet"

1. This Leslie Gelb piece in the Saturday New York Times suggests, I
believe accurately, the direction in which the pipeline controversy is headed
and is likely to be resolved. I have no idea which senior officials gave
this story to Gelb,[ _ [25X1

25X1

2. Here again T think it is our job to lay out in big picture terms
what the situation is in Europe and what kind of accommodations they are
likely to find acceptab]e. ‘Let's get these facts laid out:

=~ NATO GNP versus Soviet GNP; the same with popu]at1on men
under arms, actual m111tary spending.

-~ Military spending as a percentage of GNP,
-- The Soviet Union
-- The US members of NATO
== NATO

-- Qutstanding loans to the Soviet Union and to Eastern Europe for
each of these countries and the total. :

-~ Gas consumption requirements 1990 and beyond.

-- Available supply from Soviet Union with one strand of
pipeline and two strands of pipeline

-~ The trade of each relevant nation with the Soviet Union
and with Eastern Europe and the two combined

-- The same for militarily sensitive trade
-- Soviet buying power .in Westérn European nat1ons, jobs and percentage

of emp]oyﬁent-dependent on”“them now and as 1t bu1]ds up. with pipeline
cash.

Rvw 30 August
SECRET
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3. Then ideas are needed on what kind of agreed restrictions might be
acceptable, how credit and trade extended to the USSR could build up Allied
and Third World countries to offset loss of Soviet trade, etc.

William J. Casey

Attachment *

2
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| | WASHINGTON, Auge:
firials'said foday that the-Administrad
tipn was prepared'to remave sanctionsi

equipment..to the. Soviét _natural’g
pipeline if othe: ‘means could Pe:foun
td keepr equxvalent economic. pressure

Igoking: for; Western: Europans to- des
2lop--a combmation -of measum‘
nese wwm- inciude limiting _ex

lding exports of other kinds of oil and
equipment and canceling contractsi
rthe second,”parallel strand of ‘the
rojﬂcted 3 700smue'plpelme to Wste

: The goal of%he measum would be )
\duce Moscow to lift or soften marti
4w curbs in Poland. The officials said
t.the Adrmmstratwn was pre

there haybeen nmindxmtnm that the
umpans are prepared to suggewt al-,
1 rnatwsofthexrown. Nageecss g
“We are) looking for creative dxplo-

fe fent ¢
dﬁurmmation; to- impose some’ sanc-
ti the idea of looking for axtematxve

-]

against European companies supplyingi

chedits to the Soviet Union, tightening!
trols on technology transfers, withs-

macy,” sa.idlone White House aide, butf

easum tothoseannounced mtr,‘x'hurs&.q &

t Soute ‘to’ avoiding-an mﬁmﬁm f T
theconfrontauom-f»’“- Bl e
The -~ COntroversy heightened on
Thursday when. President. Reagan offi-
cially " bafined ; American. <:0mpam:$h
Jfrom doing business: swith the: Emlf)!al
subsxdiary of Dresser Industms of Dal-
133 and- Creusot-l.nlre.r comp:‘;‘i
‘owned by the Frenclr Gov Government
one of the -prime con contractors’ for the
pipeline= The- companies had defied an L
Ameﬂ embargo agamst SmPPmS

ornmerce I ;
mg!ee“gompam&s on . aﬁ‘temporary
denial” list.that bars them from; buy- - -
ing any goods and services. from the.
“Upited. States, but does-not prohibit
exports by them to the United States. - -~
Dresser Francé, in an.appeal,:asked o . ]
' thedepartmenttodayto end theban .

ome: SEuropean comparies “Usi

companies’ ‘using - -
American technology to produce tur- .
the pxpelme are also expected
the President’s ban:on. these

through
to defy. in the coming. weeks. John

own e~
‘& Company of . Britain is
' gorted to be.:readying: -turbines-:
roduced under ficense from.the Gen—t
eral Electric Company for hxpxpen
to zbe Sovxet Umon nextwee

Determlnadonsnused ¥
‘Adminictration. officials were h:gze.e e
and Thursday to.emp RS
%t%d:agan 'S determmation tohold to
his position and.to underline that the
steps he has taken thus far have been
and mmted, Il;lle js said to <
uevethat the costs of his appeanng .
bexrmolute over-the sanctions woul ct
exceedthepment costsof theeqnﬂ:
‘withthe European allies: RO 0T
The officials said that the pohcy hlgg
now is t0 manage and :mmmue_ e
crisis, nottochangecourse ]

Mr: Reagan’s - actionsi: to retaliate .-

American compames, to fight
the battle through American com;;:-
pies in American ‘courts or to look 1;
sanctions against Moscow. that might
substitute for

measures.~ The”

doubted retaliation, .

ction in the American

E

hopedmmghme t to subsunnesancuom .
The officials.were careful ‘0 state’”.

sible substi-
' that; of . the- t°2mnmdg bl;’ssms‘a Ctory.

i

"tutes,~no one-

‘but they did not say how many in com-
tbmammwmld cienL
[NV AT Spe [P g

/05/23 .. .ClA-]
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THFE MEW YORK TIMES - Saturday, August 28, 1982

3~ - ?»’1"5
The ummng ot e.xport Credits’ to~ :
Moscow was discussed and agreed on
at the summit meeting in Versajlles,
_France; in June: But no soonet had the -,
,Jeaders of the seven participating na-..
' tions issued the communiqué with lan~
© guage about limitations. than several .
. said the language did not mean much. .~ ~
, The Administration has long felt that - ‘
| Western Europeans were: subsidi '

repeat’ed efforts to tighten technology - -
“transfers to the.Soviet Union through
the Coordinating Committee, a group- )
ing of Atlantic alliance countries with- b
out Iceland and.including Japan, de- . - -3
- voted to establishing lists by consen~ | .
sus-of permissible- transfers to Com-h:_ g

thin the Ad-.
mmxstrationmhmnng avarietyofoil: -
and' gas equipment routinely sold to -
the Soviet .Union. . It was not- clm T
. Whether this would apply to- the pro- .
_jected pipeline to Europe or to other .
Sbvxet energy projects, '

"The Admmstratmn would alscrhke
| 10 see the projected pipeline-reduced
from two strands. to one.-This Wwould .
effectively halve the line’s planned ca- -
- pacity of 1.236 trillion cubic feet of
natural gas. There i5'some feeling, in
the -Administration that oil: and’ gas -
will be available in ‘sufficient quanti-
-ties at low enough prices in the- 1980's .

- to warrant the Europeans rethinking -
the extent of their commmnenrm the
pipeh.ne deal thh Moscaw

Admxmstratxon oﬂ‘xcials saxd tha: no -’
specxal diplomatic-activity was under
‘way to test the feasibility of the Substi-
tutes. Apparertly, none of the parties
wants to take the first move for fear of -
signaling any. weakness. *If:some B!
high official makes a' special trip to
Europe, it will be because it looks hke

i said ‘one :official. Bill Brock; - the .
i United States trade representative, is- -« |
scheduled to attend a private conrer- :

there is some chance, not otherwisa,”"

‘encem Bnt.am next week

would give seri- 7.
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‘A CRITIQUE OF "OUTLO{}X FOR THE SIBERIA-TO-WESTERN EURGPE
N)TURAL GAS PIPELINE"

”XECUTIVE SUMMARY

The Directorate of In{elligence report on the adbove subject
inadequately answers {everal critical policy questions and is
deficient in its meth{idology and use of evidence. The kay
assumptions underlying the study are guestionable, especially
since a major premise|appears <o te successful circumvention

of existing U.S. expojt control requlations and policies recently
announced by the Presjdent. The study assumes that cucrently
existing Soviet surplys pipeline capacity will continue to ba
available throughout {{he mid-1980's. The report alsc assumes
that U.S. or French-mjde rotcrs for the G.E.-type turbines in-
tended for the pipeline will be available in sufficient numbers
despite the U.S. embajgo. The Directorate of Intelligence report,
in our view, underestimates the degree of difficulty and costs
for the Saviets of difylerting large amounts af capital, eguipment,
gas, and other resourdes to the pipeline project, nor dJdoes it
provide an assessment |of the reduced efficiency of equipment
alternatives and foredjone income stemming from the diversion
process. Notably abs{m%t i3 an histoerical analysis cf the project
and the likelihood of|it being potentially re-scaled upward to
its original dimensiojys or more over the life of the project.
Estimates of hard curjency =sarnings, volumes of deliveries,
equipment purchases, jind potential dependency figures should
therefore be expressedl in ranges. Cverall, the report largely
represents a "best cajje” scenario in terms of the USSR's abpility
to deliver the gas ang} ccmplete the proiect with only modest
difficulty while charjcterizing the success of current U.S. policy
as an "extreme case."| The critigue suggests several ways %o
assess more accurately the »roblems the Soviets coanfront in com=-
pleting the project and the consequences for U.S. interests of
them doing so.

SECRET :
CLASSIFIED BY: CIA
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- without any offtake £
CIA to rise to 42 BCM, *

SECRET

A CRITIQUE OF “OUTLOPK FOR THE SIBERIA-TO-WESTERN EU
NATURAL GAS PIPELINE:

Key Judgments

-= While the Soviets
through existing pipelline

Approved For Releage 2(§§2&ﬁ-ﬁT00109R000100120017-0
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could deliver some additional gas
capgacity to Western Fuxope by late

1984, the reasons citpd by the report are not persuasive and the

cost implications of
examined. The study
surplus gas pipeline

that Eastern Europe o

this capacity for indjigenous use in the 1980's.

the Soviets doing so are not adequately

pssumes that the currently existing Soviet
rapacity of 6 billion cubic meters
will still be availablle in late 1984.

(BCM)

No evidence is produced

r the Western Soviet Union might not require
In 1980 Eastern

Europe imported an esjtimated 33 3CM in natural gas from the USSR.

Under axisting trade

hypothetical surplus -
How can the Soviets my
additignal gas to Wes
have held, the Eastert
where will this energ

== The second ke
all the available evif
tainties surrounding:
existing small (10 MW
(2) the ability of thi
G.E. 25 MW turbines)
line within a reasonal
the Sowviet aconomy in
natural gas projects
judgment also is bases
Table 3 {(page &) that
contral iaws. The su

companies of followinw

agreements, East Eurcpeasn gas imports,

fFom the nlanned pipeline, are projected by

This could absorb wvirtually all the
pipeline capacity by late 1984 or early 1385.
pet their commitments to export 5-6 8CM of
rern Zurope? I£, as other CIA projections

1 Bloc will be a net energy importer by 1985,
{ e nade up and at what cost?

judgment seems not to take into account
gence and glosses over substantial uncer-

{1} the potesntial production rate of
| and notoriously unreliable Soviet turbines:;
} Soviets to reccenfigure {(i.e., without the
} massive project such as the Siberian pipe-
yle amount of time; ard (3) the damage to
delaying or cannibalizing planned domestic
jn pursuit of the expert project. This key
} on the assumption, made explicit in
all 2ur allies will wviclate ocur export
)stantial business risks to Western Suropean
this course are not treated in this context,

although they are menfioned in another portion of the paper.

== The third key
that all other Soviet
least one to two year:
evidence that the Sovi
concerning their apil]
hence the intense and
equipment. New and us

which the Soviets havy

announcements {(page 3]

*USSR-Western Europe:

Gas Pipeline, ER 8l-]

SECRET

judgment seems not to account for the fact
options delay full throughput capacity at

} beyond <he 1987 date mentioned. Thera is
jets are more skeptical than the repor:

£y t<C Zcmestically produce large urbines --
continuing Soviet pressure to obtain Western
jtested Scviet machines seem an option for
little enthusiasm despite Soviet press

Implications of the Siberian to Europe
0085

SECRET
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-~ The fourth ke
adequately the costs
approach to the pipel
the project, have ind
indigencusly an expor]
Western financing woul

otherwise -- for domeq

costs would have to by
from other scheduled j
an outside possibilit
cost the Soviets 30 B(
Eastern Europe) for af
more gas than the expq
per year. If the Sov
that they will than tl

economy could run frog '
tcide o scale back their gas export ambitions

planners might well a¢
rather than jeopardizg
projects aimed at sulbj
to mention providing 1
fertilizer, metal and
scheduled. While the
of Soviet designed co1
completing the project
export controls as thq
statements by gcvernmd
evidence concerning tj
to absorb the potentif
the face of our regulq

Specific Issues and O\

| W
2

judgment does not appear to assess

d risks to the Soviets of a go-it-alones
ne. The Soviets, since the inception of
tcated a 3trong aversion to developing
} pipeline. In the first instaance, no
j& be available -- cheap, subsidized or
tically produced equipment. 1l resource
t paid in advance by diverting capital
jrojects. This case, which is ranked as

by the Directorate of Intelligence, could
54 in deliveries to their own economy (or
1 least a year or twa. That could represent
)rt proiect -- valued at about $5 billion
jets enccunter delays, and it 1is morse likely
lat they will not, the ccst to the Soviet
$10-20 pillion. Conservative Xramiin

} ongeing and planned domestic gas pipeline
jtiruting for declining oil rescurcas, noct
t1atural gas to planned petrochemical,
military-related production already
Directcrate of Intelligence ranks the use
mressors at the least likely choicae for

1, they rank successful violation of U.S.

} most orobable option. Despite public
iInts ané comranies, we are aware of no hard

}1 penalties for shipping U.S. eguipmant in
jtions.

-- Table 1 in thq
as to whether it Doxt]
Soviet delivery capab
latter, the title af |

-= The 30-to-1 ri
Soviet industrial tur)
Soviet choice € G.Z2.
that pipeline reliabi]
own 16 and 25 MW turbj
detailed assessment of
on gas delivery priceq
1N

LAY,

of various gized
comparable reliability

iestions

} Background section (page 1) is unclear
fays actual contract dates or potantial
;Llities. While the text indicates tha
table L implies the former.

jtio between the failure rate of U.S. and
rines obvicusly was a major facter in the
Trame 7 engines. Table 3 acknowladgas
ity would be "low" if the USSR used its
nes. <7et, the report does not provide a

f the impact of a Soviet equipment switch

b and reliabilivy. How many Soviet engines
15, 25 W} would be necessary o provide

g levels t0 smaller numbers of G.E.-type

machines?

-- How does the ¢

would cost the Soviety

on page 8 that displag
($200 million times 3|

SECRET

ionclusion on page 7 that project delays
$1.5-3.0 billion sguare with judgment
ted gas would cost the Soviets S6 billion
| B} per year?

SECRET
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-« What is the sj
of Soviet uncertainty
for currently planned

se @E/p %@PFLTomogRoomomzoow-o
| \J e
3

gnificance of the fact, cited on page 8,
in being able to provide encugh compressors
domestic needs? Does this not make

diversion to export ljnes extremely difficult? Alsc, how many

domestically produced

rirbines would be required to realize the

full capacity of exisqing export lines?

-- The report ligts several difficult policy options for

Moscow on page 3:

o reduce deliyery of fuels to Eastern Europe:

curb gas sul)stitution for oil and coal (comment:

o
both stagnant);

o reduce indujjtrial e£ficiency, especially in matals
and petrochemicajs;

o intensify cympetition between sectors of the economy
for scarce resoujces. /Comment: The military and military-
related industri¢gs are presumably included.)

The Directorate of In

relligence, nowever, does not provide suf-

ficient analytical atfention to the implications and costs of
these choices. For eftample, it takes time and mcney to switch
industrial consumers {f energy from gas to oil in the event

priority is given to

the gas export pipelizne. The downstream

political and economi{; ccsta <f these pelicy options could po-
tentially reduce or n¢utralize earnings from sales of natural

gas to Western Europe

3

-- The report defjcribes the success of the U.S. embargo

(page 12) as a "remat
(pages 8-10) in which
clearly delineated.

Suggestaed Improvement

¢ contingency" after pages of discussion
rhe costs of viclation of the eambargo are

2

-- The Directora
the evolution of the
the impact af G7.S. oD
for gas can be accura
projected dalivery Vo
of participating coun
percentages should al
President®s announced
at the Ottawa Swmmit
on the current scalin
e.g., Belgium. What

te of Intelligence should clearly describe
roiect since its inception in crder that
sition and the changes in European demand
rely assessed. Original versus currently
lumes, price, hard currency earniags, number
tries, financial packages, and gas dependency
! be 2ddressed. The influence of the
opposition to the project in July 1981
and subsequent acticns should be estimated
(j-down and withdrawals from the project,
Ls the percentage of the scale-docwn from

its ariginal dimensiofrs?

SECRET
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-= There should }
upwards to the originj
ranges of possible £o]
purchases, etc. shoul{
with estimates expres|

-~ The report shq
disruptions ro the So
energy development pli
in order to meet the |
the mid-80s and beyon(
of energy supply shor
and general economic ;
what would be the effjg

-- An assessment |
and cosgts of the unce)

(opposition) on futury

or potsntial Eurcpean
should the sale of Weg
ment for the export p
potantial purchasers q
Netherlands basically
to acquire contracts f
effect of the minimal’
15 BCM according to th
and import capacity?
only 15 BCM?

-- The report shdg
the match or mismatch
capabilities and contn
1984~-1995. The concly
westward in late 1984
question is whether ti
throughout the life of
with only 60 of the in
90% of the gas. Othen
80-9Q0 turbines would h

-- A technical ag
Soviets are likely to
pipeline to deal with
would be most useful.
is designed for a G.E.
substitute a Soviet m3
The layouts of Soviet
are different and Sovi
drive characteristics

SECRET

4

)¢ an evaluation for a future re-scaling

)1 volumes, or possibly even greater. The
jlow-on hard currency £flow, equipment

] be fully integrated into the analysis

jed in ranges over the life of the project.

juld attempt to quantify the costs of

riet and EZast European economies if currant
s need to be substantially restructursd
oviet delivery commitments to the West in

. Considerations should include the impact
1falls on the political stability, solvency
jexformance of Easterm Burope. In short,
jct on the cohesiveness of the Soviet Bloc?

should be made of the longer term effects
rcainties introduced by current U.S. policies
purchases or off-take rates by existing
purchasers of Soviet gas. For example,
jtern turbine and other U.S. derived equip-

yoject be blocked, how much could this affect

if Soviet gas? We note that Belgium and the
lost interest in Soviet gas after failing
lor the pipeline. Wwhat would be the aeconomic
levels of Western purchases, as low as

@ report, on Soviet hard currency earnings
Would the pipeline still be built to carry

uld procvide a more detailed estimate of
between hyncthetical Soviet gas export
acted delivery schedules for the period
Sion that the Soviets can pump soma gas
remains unpersuasive. The more critical
ey can meet European demands as they arise
! the contract. The report assumes that
ported turbines the Soviets will deliver
experts estimate, however, that betwsen 7/
e required to achieve this through-put. '

sessment of the types of problems the
encounter in reengineering the export

fewer or a mix of compressors/turbines

For example, if the main control computer
machine, many experts believe you cannot /
chine and expect it to function adequately.’.
and Western-designed compressor stations
et and Western equipment also differ in
and vower and air intake requirements.

SECRET




Approved For Releagse 20 -

' SECRET

Approved For Relea

The report fails to a
designing and impleme
of the gas might be a
change its economic a
and West Europeans?

--~ The Directora
the problems in using
impact on the turbine
Pignone, and AEG. We
that prospect, since
The description aof t
inaccurate and baseqd ;
John Brown.

-=- The short sec
should be strengthene
security advantages t
precisely including ¢
neutralize or rolli-ba
period of rapid Sovie
in Eastern Europe and
dependenciaes, particu
90%) and their impact
be at least mentioned

== The USSR's re(
of its adversaries or
energy seacurity conce
Albania, atc.

== The USSR's req
a supplisr should alsg
back to Austria, prob
etc.

-- An agsessment
of North Sea gas and
to diminish the marked

SECRET

e 2007@/%:@#\@@‘1?@-0109R000100120017-0
L
5

ssess who would be responsible for
ting these changes and how the price
fected. Would redesigning the project
ttractiveness from either the Soviets

pe of Intelligence should address some of
Alstihom rotors, including its financial
producers, such as John Brown, Nuovo
understand that they are not welcoming
MA's prices are so much higher than G.E.'s.
financial impact on John Brown appears
pn figures provided by the management of

rion on Soviet "Political Objectives"”

1. The gecpolitical, energy and economic
» Moscow need to be spelled cut mors

re Soviets’' use of trade incentives to

rk Western strategic interests during a

p military buildup and the current crisis
Afghanistan. The impact of Soviet gas
jarly In certain German states (Bavaris -
on alliance cohesion and resolve should
in this co-nection.

rord of manipulating the energy supplies
clients should be related to our Western
s, i.e., PRC, Yugoslavia {1980-81),

jord of flawed technical reliability as
} be assessed, i.e., 1981 -- 30-40% cut-
jems with Orenburg deliveries to Europe,

should be made of the potential impact
the development of other non-Soviet sources
jability of Soviet gas to Western Europe.
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